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TAXATION OF ESTATES & TRUSTS 
FINAL EXAMI NATI ON 
January 1 5, 197 0 
1. The t r us t instrument provi des as follows : 40% of the income o f the trust 
mus t b e pai d currently t o my wife W (from all items of income) ; 1 0% of 
DN1 
the trust i ncome t o be pai d annual l y to X charity ( from all i tems of i n -
come) ; 20% of the trus t i ncome to be pai d, at the discretion of the trustee, 
t o my son S (from all i tems of i ncome); and up to $5000 per year, at the 
di screti on of my trustee , to my marri ed daughter D, out of dividend income 
onl y, aft er d i stribution to W, X, and S. I f less than $5000 of d i v i dend 
income i s l eft a fter the distr i buti ons to W, X, and S, then such balance 
shall be the l i mi t of the amount a vai labl e to D. The balance of the trust 
income is to be accumulated . Cap i tal gains ar e corpus . The trus t i nstru -
ment does not specifically provide who is to deduct deprec i ation on rental 
property . The trust ins t rument a l so provi des that i n case of emergency 
the trustee may d i stribu te any amount to W from current income , accumulated 
income or corpus . It further provi des that $ 30000 is to be paid to B 
(brot her of grantor) i n 3 annual installments o f $10 , 000 e ach ( irrespective 
of the income of the trust) , starti ng during 1974 . The trust was set up 
in 1962 . 
During 1976 the trust had the following income and expenses : 
Income : 
Rents 
Di v idends 
Long term capital gains 
Short term cap i tal gains 
Tax exempt interest 
Expenses: 
Various rental expenses 
Deprec i at i on on rental property 
Truste eTs commi ssions on i ncome items 
Trustee Ts commiss i ons on corpus i tems 
40000 
40000 
1 0000 
1 0000 
20000 
1 0000 
10000 
5000 
1 000 
During 1976 the trustee d i stributed the required amounts to W and X and 
B, the d i screti onary amount to S and the $5000 to D. He also distr i buted 
31100 to W on accou nt of an emergency . 
The chart below shows the facts regarding the trustTs pr ecedi ng years : 
1 970 1971 197 2 1973 1974 1975 
which trustee did not 9100 10100 d i s tr i bu te ~': 510 0 6100 7100 8100 
Long term capital gai n 10000 (5000 ) 50% deduction (100 ) (100 ) Exempt i on (1 00 ) (100 ) (1 00 ) (100 ) 8000 9000 10000 Taxable i ncome 5000 6000 12000 
Tax 933 1130 2830 1630 1910 2190 
= -- = 
= = 
--
i:consists of t axable income only 
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The chart bel ow shows WT s taxable i ncome 
1970 1971 
Taxable Income 0 1000 
Tax - 0 - 145 
-= --
in precedi ng years : 
1972 1 97 3 1974 1975 
--
2000 3000 4000 5000 
310 500 690 900 
-- -- -- --
You are t o det ermine the taxable i ncome of t he trust for 1976 . (Thi s of course 
invol ves the worksheet we have used a l l semester). Al so the taxable i ncome of 
W, S, D, and B and the charact er of i ncome each has recei ved . None of the 
beneficiar i es have ot her i ncome than that di str i buted . Di vi dend exclus i on and 
exempti ons are to be i ncl uded i n your calculations . WTs tax for 1976 i s also 
to be computed (by the exact method only) : she i s single (grantor is dead) 
and use s the standard deduct i on . 
